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Abstract  
Risk can have a significant impact on a credit institution, both as an influence that is felt in recorded direct losses, and an 
influence whose effects are felt on customers, staff, business partners and even the bank authority. 
Banking risks are those risks that banks face in implementing current operations and not only specific risks of traditional 
banking. Bank risk is the degree of loss suffered by a bank where the counterparty (the client) bankrupts without being able to 
pay its obligations to the bank. Given the experience, banks agree that the most important cause of losses was the excessive 
concentration of risk on a customer, industry or economic sector, a country. It is imperative that a respecting bank strategy is to 
include programs and procedures regarding the management of banking risks in order to minimize the likelihood that potential 
exposure risks to affect the Bank. 
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1. Introduction 
Currently, the issue of risk management is becoming increasingly topical. At the same time, the notion risk 
becomes less clear, more complicated and debatable. Currently there are over a hundred definitions of the concept of 
risk. Some of them are more general and universal, others are more specific about the problems investigated. 
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But they are all united by one common feature - focus on external risk event, which ultimately reduces the 
probability theory. In this case, there is no disclosure of the nature of the risk, of its sources of origin. But only 
understanding those sources, the causes of the occurrence of an event, allows us to influence or (in our case) to 
manage the risk. Although the notion of risk is at the intersection of several scientific areas, the focus of this paper is 
banking risks, their management problem becomes extremely topical. 
Economic literature defines the risk as the probability that future real return is lower than expected profitability 
(Halpern, P. et al. 1994). Another definition of risk is the difference between the expected result and the result 
achieved. According to Dimitris N. Corafas the risk is the chance of injury, damage, loss, hazard (Dimitris N. 2004, 
2007). In banks the risk is the quantitative expression of an event of loss generator. Probability of loss is not a purely 
mathematical element, it can be determined by statistical and analytical methods, probability and intensity, and its 
size is given by: 
 
  how to cover the loss; 
  market conditions; 
  complexity of the instruments behind loss. 
 
But modern financial theory brings nuances of this definition, considering not to put the sign of equivalence 
between probability and risk, so "the probability is actually a measure of risk and means of quantification for it". 
The risk comprehensive illustrating definition belongs of "Banks - Minor Encyclopedia" published by the 
business as "probable future event production which could cause some loss "(Costin C. Chiritescu & Emilian M. 
Dobrescu, 1998). Trying to generally define and explain the banking risk, Donald Dennis G.Uyemura R.Deventa, in 
their paper "Financial Risk Management in Banking" published in the U.S. and England in 1993, are starting from 
the idea that "the risk is the volatility of net cash flows of a business unit "(Dennis G. Uyemura & Donald 
R.Deventa 15, 1993). 
The risk is a fundamental factor of business, because no activity can get profit without risk. It is obvious that an 
efficient banking strategy should include both programs and bank risk management procedures designed to actually 
minimize the likelihood of these risks and potential exposure of the bank. This follows from the main objective of 
these policies, namely to minimize losses or additional expenses incurred by the bank, and the central objective of 
bank activity is to obtain a higher profit for shareholders. 
But not always these two objectives - general and sectorial - is consistent. It may, in some cases, the cost of 
implementing and operating procedures covering the risk management be greater than potential exposure to risk. 
This does not mean that these programs should be selected according to the criteria of efficiency. In other cases it 
may be that the bank's strategy is to involve taking additional risks or new risks. In this case it must be taken the 
decision taking into account the additional costs necessary to ensure adequate protection against greater potential 
losses. But minimizing risks should not become a goal in itself. Besides, banking management objectives are three: 
to maximize profitability, minimize risk exposure and compliance with official banking regulations. 
As part of the banking system, any individual bank, and any banking system in the collective sense, take risks 
when granting loans and, of course, all banks records losses in the loan portfolio, when some borrowers fail to honor 
the obligations. But whatever the level of assumed risk would be, credit portfolio losses can be minimized if lending 
operations are organized and managed professionally. It must always be a balance between default risk and profit of 
the loan portfolio (performance-risk ratio), which will certify the existence of a healthy management in lending the 
bank provided its clients and an appropriate development of national and international banking markets. 
Developing risk management policies are permanent preoccupation of the management of banking institutions, 
these policies should be included in each of the bank's structure by applying specific tools. 
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          Table 1: Risk Management Policies on levels of decision 
Level of decision Directions Quantification 
Bank Central Return ROE, RAROC 
 Rating Rating agencies 
 Cash Cash Rates 
 Market value Exchange Fellow 
 Loan portfolio Benchmark, IRB 
Profit centers Loan portfolio equivalent credits 
 Interest rate developments Volatility, spread 
 Country risk Country rating 
Debtor creditworthiness Credit scoring 
 guarantees Mortgage, pledge 
          Source: statistical data from RBC Bank 
A consequence but also a necessity, due to the development of the banking system in Romania and its entry into a 
bigger and riskier competitive market, is the implementation of Basel II Agreement. 
Basel Committee on Banking Supervision is an international body composed of representatives of bank 
supervisory authorities and central banks of the major industrialized countries. It operates through regular meetings 
(every three months) conducted at the Bank for International Settlements in Basel (Switzerland): Belgium, Canada, 
France, Germany, Italy, Japan, Luxembourg, Netherlands, Sweden, Switzerland, UK and USA. 
  In Romania case, the implementation of Basel II involves a number of challenges for both the credit 
institutions (adjusting risk management and information system, staff training, procurement of databases and so on) 
and the National Bank of Romania (adaptation of surveillance , developing new regulatory framework, staff 
training, etc.). 
Given the objectives of the research, it has been focused on the methods of measurement and management for the 
credit risk that Basel II proposed. The agreement ample deals with credit risk and offers the banks a wide range of 
options for calculating capital requirements according to exposures typologies. 
The innovations introduced are: 
 
 promoting greater sensitivity to risk (by refining the categories); 
 use of external ratings, the supervisory authority is responsible for recognizing external rating agencies based on 
qualitative criteria; 
 broadening accepted tools and operations in order to reduce credit risk 
2. RCB strategy in risk 
Romanian Commercial Bank (RCB), a member of Erste Group, is an universal bank serving both retail customers 
and corporate clients. RCB is currently the largest financial group in Romania, including foreign operations, leasing, 
saving and lending for housing (Housing Bank) and private pension subsidiaries. 
RCB offers a full range of banking services, including solutions for Internet banking, phone banking and e-
commerce. The bank's network comprises 643 retail units and agencies (for individuals and microenterprises) in all 
cities in Romania with over 10,000 inhabitants. 
RCB Group recorded a net loss last year of 1.2 billion lei (277 million euro), due to 68.2% increase in the cost of 
provision, to 3.62 billion lei (813.3 million euro), while the operating result was 2.35 billion lei, close to the level of 
2011. However, RCB has maintained last year's position as market leader, controlling 19.3% of the market share of 
assets, despite the decrease in total assets by 4.5% over the same period the previous year, to 73.287 billion lei 
(16.489 billion euro). 
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The annual negative result is a first for RCB, although after the onset of the financial crisis the bank has recorded 
losses quarterly or half yearly. 
The operating result in 2012 reached 2.35 billion lei (528.9 million euro), down 3.3% from 2.43 billion lei (574.6 
million euro) in 2011. 
Operating income in 2012 decreased slightly by 2.2% to 4.04 billion lei (906.3 million euro), compared to 4.13 
billion lei (974.3 million euro) in 2011. Operating expenses in the amount of 1.68 billion lei (377.4 million euro) in 
2012 decreased by 0.8% to 1.69 billion lei (399.7 million euro) in 2011, despite the significant restructuring costs 
recorded in the fourth quarter 2012. 
"I look forward for our bank and our future transformation. This process began in 2012 and will continue 
throughout 2013. Our objectives are clear, firstly we aim to gradually improve asset quality and risk management 
framework. In parallel, we seek to optimize the quality of our business model through business reorganization of 
departments, branch network and by simplifying the overall operating model", said Tomas Spurny, president of the 
Romanian Commercial Bank. According to the bank, the decline in operating income was mainly due to weak 
demand for consumer credit and the low level of investment loans and working capital for companies with impact 
on net interest income, down by 7.6 % from the previous year to 2.89 billion lei (648.6 million euro) from 3.13 
billion lei (738.0 million euro). Net commission income increased by 9.4% from the previous year to 634.8 million 
lei (142.4 million euro) from 580.1 million lei (136.8 million euro) in 2011, mainly due to higher volumes trading. 
Net trading result increased by 21.8% and by 91.9 million over the previous year, adding 514.3 million lei (115.4 
million euro) in revenue in 2012, mainly due to gains from transactions exchange and re-evaluation. 
Despite significant restructuring costs, operating expenses decreased by 0.8% from the previous year to 1.68 
billion lei (377.4 million euro), from 1.69 billion lei (399.7 million euro)  in 2011, thanks to extensive optimization 
measures and strict cost management. Restructuring costs for the year 2012, including anticipated costs for 2013 
were covered by savings made by staff costs, rent and buildings, consulting, marketing. Thus, the cost-income ratio 
remained stable at 41.6% compared to 41% in 2011, despite significant restructuring expenses recorded in 2012. 
Net cost of risk provisions for loans and advances to customers totaled 3.62 billion lei (813.3 million euro) in 
2012, compared to 2.15 billion lei (508.0 million euro) in 2011, reflecting the impact of a weakened economy on the 
retail and corporate customers, it is said in a statement of RCB. 
NPL was 26.7% of total loans at the end of 2012, while the formation of new bad loans fell significantly, both in 
absolute and relative terms. 
RCB recorded fourth consecutive quarter of improved NPL coverage ratio, currently it is 58.6%, significantly 
higher than 50.6% at the end of 2011. 
Solvency ratios remain well above regulatory requirements (min 10%) of NBR, being 12.4% in December 2012 
(RCB unconsolidated, applying IFRS prudential filters). Also, Tier 1 capital ratio of 2, to a value of 18.6% 
(December 2012 RCB Group, IFRS) clearly shows RCB capital adequacy and continuing support of Erste Group. 
Aggregate loans to customers (before provisions, IFRS) remained stable at 53.24 billion lei (11,979.5 million 
euro), -0.2% compared to 53,376.3 million lei (12346.2 million ) at the end of 2011, new lending activity was 
affected by weak demand. Bank intends to focus on lending in RON, so to reverse the combination of currencies in 
the portfolio of medium and long term loans and to use the most powerful ability in domestic autofinancing. 
Amounts owed to customers remained mostly stable at 37.87 billion lei (8.52 billion euro) at the end of 
December 2012 (-4.5% over the same period of the previous year). Customer deposits remain the main source of 
funding for RCB, while bank enjoys strong support of the parent bank and diverse funding sources by issuing bonds 
under the MTN program. 
Cost-income ratio remained stable at 41.6% compared to 41% in 2011, due to extensive optimization measures 
and strict costs management. RCB recorded the fourth consecutive quarter improved NPL coverage ratio, currently 
58.6%, significantly higher than 50.6% recorded at the end of 2011. 
3. Conclusions 
In conclusion, because banking risks are a source of extraordinary expenses, their proper management can 
stabilize the income over time, and act as a shock damper. At the same time, strengthening the value of the bank 
shares can only be achieved through effective communication with financial markets and the implementation of 
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appropriate programs of banking risk management. Avoiding and minimizing the risk is achieved by making 
decisions and finding legal and coherent techniques. Minimizing risks incurred by the bank contributes to 
minimizing its losses and maximizing its profitability. 
For risk diminution, bank units must perform financial analysis of the client which requires working capital cycle 
analysis, analysis of performance indicators, analysis of leverage and liquidity analysis of the seeking credit 
company. Credit risk avoidance can be achieved directly from the management. Thus, if the management team 
always respect their commitments, providing quality and reliable information, help maintain relationships, 
experience and good professional quality, good views, perform an excellent control, not take unnecessary risks and 
have a good reputation in the market, then the risk is very low and easily avoided. 
Regarding the objective of diminution the risk in the activity, banking experience imposes strict and widespread 
implementation of effective ways to mitigate, but first, to prevent the risk. So, risk control and assessment can be 
achieved given that there is a high qualified staff with experience in this field, but this should not become an 
obstacle to lending traders, contemporary economic engine. 
All banks and financial institutions must improve their understanding and practice of banking risk management to 
be able to successfully manage various product lines. If the bank risk management and overall management system 
is effective, then the bank will be successful. Banks can successfully manage the risks if they recognize the strategic 
role of bank risk management, if they adopt specific measures of performance adjustment to risk and, finally, if they 
creates performance reporting mechanisms according to risk, to ensure that investors understand the impact of risk 
management on bank business value. 
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